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ZIMBABWE: KEY ECONOMIC INDICATORS 
(millions of U.S. $, unless otherwise noted) 
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SUMMARY 


After three years of a drought-induced recession, the Zimbabwean 
economy rebounded strongly in 1985, with an estimated GDP growth 
rate of 6 percent over last year. A 25 percent increase in 
agricultural production is the main motor behind this economic 
recovery. A more modest growth rate of 2-3 percent is anticipated 
for 1986. 


Inflation fell from a rate of 20 percent in 1983 to just under 10 
percent during the first eight months of 1985. However, the 

inflation rate is likely to be over 10 percent by the end of 1985 
and may go as high as 10-20 percent during the first half of 1986. 


Over the past few years, Zimbabwe had achieved a significant 
turnaround in its trade account going from a deficit of $152 million 
in 1982 to a projected surplus of $189 million in 1985. In 1985 the 
current account balance is expected to show a small surplus of $13 
million after a deficit of over $537 million only two years ago. 
With export growth slowing down and imports increasing, the trade 
Surplus will be much smaller in 1986. 


With a debt-service ratio of around 25 percent, Zimbabwe continues 
to experience foreign exchange difficulties. However, with renewed 
economic growth, the government increased foreign exchange 
allocations by 30 percent for the second half of 1985. 


The large government deficit, estimated at around $630 million for 
the 1985-86 fiscal year, remains a problem. Despite a heavy tax 
burden and efforts to curb governmental subsidies, recurrent budget 
expenditures substantially exceed revenues. The government is in 
the process of reducing subsidies and expenditures. Its success in 
tackling this problem will most likely determine Zimbabwe's 
eligibility to resume drawing on external resources under an 
International Monetary Fund agreement. 


Another problem Zimbabwe faces this year is the turmoil in South 
Africa which is already producing adverse spillover on this 
country's economy. The plunge in the value of the rand and the 
steady value of the Zimbabwe dollar is making it more difficult for 
Zimbabwe to export to South Africa, which purchases 20 percent of 
Zimbabwe's total exports and is Zimbabwe's largest trading partner. 
The flip side of the coin is that Zimbabwe is facing increased 
competition in third world markets from South African suppliers. 





Except for the 1982 investment by the US company, Heinz, foreign 
investment has been slow in coming. Zimbabwe's avowed policy of 
"Socialist Transformation" and ambiguous governmental statements 
have inhibited foreign investors. The Government welcomes new 
investments, but manages the economy through controls which diminish 
the private sector's decision-making and corporate profitability. 
However, opportunities remain, particularly with regard to marketing 
assistance for exports and new equipment for existing firms and the 
agricultural sector. A clearer endorsement by the Government of the 
important role of private enterprise in the economic development of 
Zimbabwe is critical for a substantial increase in investment. 


The United States continues to be one of Zimbabwe's major trading 
partners and aid donors. In 1984, The U.S. imported $75.1 million 
(CIF) from Zimbabwe, while it exported $63.6 million (FAS) to 
Zimbabwe. Overall, the United States was Zimbabwe's fourth most 
important trading partner. USAID assistance to Zimbabwe in FY 1985 
totalled $28 million, including $20 million in commodity import 
program. (This program is reflected in the U.S. export figures.) 
Since independence in 1981, the United States has been the largest 
foreign donor to Zimbabwe, having contributed over $365 million to 
the country. 


Agriculture 


A substantial 25 percent volumetric increase in agricultural output 
was the main reason for the strong economic recovery in 1985. In 
terms of value, crop and livestock sales increased by 35 percent to 
$788 million. Most of the $208 million increase will stem from corn 
(up $132 million to $214 million); tobacco (up $26 million to 

$189 million) and cotton (up $35 million to $118 million). In terms 
of exports, tobacco and cotton sales will earn the country a record 
$189 million and $92 million, respectively. 


In 1985 corn production should total about 1.8 million metric tons 
(MMT), which probably will lead to carryover stocks of 1.5 MMT going 
into next April's harvest. With the auctions already over, 
volumetric tobacco sales dropped 11 percent from a year ago to 105.5 
million kilograms; but, due to an average 30 percent increase in 
price, sales reached a record high of $178 million. Tobacco 
production is expected to increase by 20 percent in the 1985-86 
season to round 130-135 million KG. Cotton production is estimated 
at a record 297,000 MMT and gross returns at $167 million. However, 
falling international cotton prices (down over 40 percent from a 
year ago) and lower production due to a shortage of cotton pickers 
will probably lead to a reduction in earnings in 1986. Wheat 
production also registered an all-time high of 218,000 MMT, making 
the country 60 percent self-sufficient. Production should increase 
again next year. 





Although Zimbabwe's ranchers are in the process of rebuilding the 
beef herds hit hard by the drought, cattle producers will receive a 
big boost during 1986 from receiving EEC veterinary approval for 


beef exports. Those exports should double in 1986 to around $63 
million. 


In general, after robust growth rates of 12 percent and 24 percent 
in 1984 and 1985, the agricultural sector will be hard pressed to 
continue this strong upward trend in 1986. Good rains will be 
needed to duplicate last year's output and with corn and cotton 
prices under severe world market pressure, the value gains of 1985 
will be difficult to repeat. 


Over the past few years, Zimbabwe has achieved a significant 
turnaround with its trade account going from a deficit of 

$152 million in 1982 to a projected surplus of $189 million in 

1985. In 1985 the current account balance showed a small surplus of 
$13 million after a deficit of over $537 million only two years 

ago. However, with export growth slowing down and imports 
increasing, the trade surplus will be much smaller in 1986, and 
consequently the current account may show a deficit. 


Since the goverment took measures in March 1984 to address the 
balance-of-payments problems stemming from the drought, there has 
been substantial improvement in Zimbabwe's foreign asset position. 
The Reserve Bank's foreign exchange holdings amounted to $170 
million at the end of September 1985, an increase of 

$80 million over a year earlier. In 1984, Zimbabwe improved its net 
foreign asset position by the acquisition of a foreign securities 
pool of more than $184 million. Since only some of these securities 
have been sold for foreign exchange, Zimbabwe can draw on this 
source of funds in 1986 for further balance-of-payments support, if 
necessary. 


CONSTRUCTION 


Construction output remained in a slump, having fallen 12 percent in 
1984 and further 37 percent during the first quarter of 1985. 
Increased demand and the shortage of residential properties has led 
to a 30-40 percent jump in housing prices in some parts of Harare. 
There are some indications (increased bids for vacant lots) that 
builders may become interested again in the housing market if the 
upward trend in prices continues. Commercial properties, in and 
around Harare, also remain in short supply and the development of 
large factory units is being considered by a few large firms. 


ENERGY 
Coal and hydropower are Zimbabwe's only indigenous commercial energy 


sources. Petroleum products and electricity account for over 20 
percent of the total value of the country's imports. 
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Zimbabwe's petroleum bill reached $149 million in 1985, an increase 
of $30 million from two years ago. The government has adopted a 
policy to minimize dependency on energy imports, including the use 
of gasahol for automobiles, electricification of railways, and the 
construction of a 920 MW thermal power plant at Hwange to utilize 
abundant coal supplies. In addition, the government announced last 
fall electricity price increases of 17-51 percent, which should 
further encourage conservation. 


FISCAL POLICY 


Last summer, the government announced its 1985-86 budget, which was 
characterized again by an imbalance between recurrent expenditures 
and revenues. The deficit is estimated at around $630 million on 
total spending of $2.3 billion, up $302 million compared with 
1984/85. 


The imbalance between current expenditures and revenues is the 
budget's fundamental weakness. Recurrent expenditures represent 
three-quarters of the budget. Recently introduced, but long 
delayed, increases in civil service salaries and allowances will 
account for a large increase in current expenditures, with the total 
government wage bill forecasted in this fiscal year to rise by 20 
percent to $518 million. Interest payments will rise by $52 million 
to reach a total of $283 million or 20 percent of revenues. The 
need to borrow about $44 million to finance this year's budget is 
expected to add about $43 million to next year's fiscal bill. This 
large budget deficit will add to inflationary pressures on the 
economy. 


Recognizing the imbalance facing the budget, the government is 
moving to reduce subsidies, having already mandated price increases 
for electricity, coal, and foodstuffs; further price hikes are 
expected. However, with Zimbabwean troops now involved in 
Mozambique, the Defense Ministry may have difficulty sticking to its 
budget of $284 million. 


In short, the rapid expansion of government social services 
following independence has yielded an imbalance in the ratio of 
consumption to investment in the budget and in the economy at 

large. The government is trying to tackle this problem, by reducing 
ministerial appropriations and subsidies, but at 46 percent of GNP, 
budget expenditures remain a sizeable burden on the economy. 


MANUFACTURING 


Robust agricultural production is also benefitting the manufacturing 
sector. After a three-year recession, during which real production 
dropped by 8 percent, manufacturing output has rebounded strongly, 
with record levels reached last summer. Production has grown 
fastest in textiles (up 67 percent), paper/printing/publishing (up 
39 percent), and chemicals (up 15 percent). 


The 30 percent increase in foreign exchange allocations helped 
manufacturing maintain a high rate of growth during the second half 
of 1985. 
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However, a tightening foreign exchange situation combined with the 
problems stemming from a falling rand value should slow down growth 
in the manufacturing sector in 1986. 


MINING 


After a three-year recession, the value of mining production jumped 

16 percent in 1984 to an all time high of $437 million aided by the 

depreciation of the Zimbabwean dollar and a strengthening of world 
rices. In terms of exports, gold earned $230 million; ferrochome 

$120 million; asbestos $59 million; nickel $50 million; and copper 
34 million. 


Although production for the first eight months of 1985 is up by only 
one percent, the strong U.S. dollar during this period led to unit 
values going up by 16 percent and output reaching $222 million. The 
downturn in the dollar's value and weakening world metal prices 
Slowed growth in the latter half of the year, but for 1985 as a 
whole, the value of mining output is still expected to increase by 
13 percent to $391 million. Lower world metal prices and a weaker 
dollar will also slow expansion in 1985, particularly since a 
volumetric increase in output is not anticipated. 


MONETARY POLICY/INFLATION 


For the first time in four years, the 1985 annual inflation rate is 
expected to be slightly below 10 percent, after hitting a peak of 25 
percent two years ago. The inflation rate, however, has reached a 
turning point and is anticipated to be over 

10 percent by the end of the year. and may go as high as 15-20 
percent during the first half of 1986. The government has already 
announced substantial price increases in the public sector for coal 
and coke (up 38 to 69 percent) and electricity as well as for corn 
(the country's main staple), milk and sugar. Other price increases 
are anticipated soon, particularly for beverages, bread, petroleum 
and railway rates. Across-the-board wage increases and minimum wage 
hikes have increased consumer demand, thereby aiding inflationary 
pressures. However, between 1980 and 1984, average nonfarm wages 
actually dropped by 5 percent in real terms. 


The growth rate in the money supply decreased from 25 percent last 
year to 13 percent during the first seven months of 1985, but 
monetary growth was expected to increase in the latter part of 1985 
as the government's agricultural marketing board drew down funds for 
the large corn surpluses. If the government moves to tighten 
monetary growth to dampen inflation, this could result in much 
higher short-term interest rates and a “crowding out” of private 
sector borrowers. At this point, the government strategy seems 
aimed at dampening consumption by curbing credit/hire purchase 
transactions, but trying to encourage investment. 





RETAIL TRADE 


The economic recovery is also filtering down to the retail sector, 
which is expected to show its first volume growth since 1981, and 
with sales anticipated to be up by 8 percent this year. Consumer 
spending has been spurred both by the good harvests and the increase 
in the minimum wage. The expected upturn in inflation during 1986 
will slow growth, but the government's effort to reduce subsidies 
should help profits. A sharp decline in import allocations, off an 
estimated two-thirds since 1982 (even with the 30 percent increase 
earmarked for the latter part of 1985), has limited growth in retail 
trade by increasing shortages of many consumer commodities such as 


fabrics, yarn, light bulbs and spare parts for vehicles, tractors 
and machinery. 


TOURISM 


An estimated 300,000 tourists were expected to come to Zimbabwe in 
1985, an increase of 6 percent over 1984. According to government 
estimates, earnings from tourism are projected to rise this year by 
30 percent to $32 million. The national average hotel occupancy 
rate has increased a bit to a still low 36 percent. In November 
1985 the new 360-room Harare Sheraton opened its doors; the hotel 
will serve as the conference center for the 80-100 heads of state 


anticipated for next September's Non-Aligned Movement summit in 
Harare. 


ROLE OF THE PRIVATE SECTOR 


Because a majority of Zimbabwe's mining and manufacturing firms are 
controlled by foreign interests, the government is publicly 
committed to enlarging the stake of Zimbabweans in the country's 
productive activities. However, nationalization of private 
interests has been publicly rejected as government policy. Instead, 
the government has purchased shares in a number of leading 
companies, entered into joint ventures with private sector 
investors, and encouraged the Zimbabwean private sector to increase 
its equity participation in foreign-controlled ventures. For 
instance, in 1983, the government purchased a 40 percent equity 
interest in the Wankie Colliery enabling the firm to finance a 

$98 million coal mine expansion program, and later that year became 
a minority shareholder in a food-processing venture with H.J. Heinz 
Co. In June, 1984 the Government acquired the debt-ridden Lancashire 
Steel, a major wire rod producer. Since 1984 the government has not 
been active in making new equity investments, probably due to the 
recession and large government deficits. The government controls 
international sales of Zimbabwe's minerals through its Mineral 
Marketing Corporation and the export of corn, coffee, cotton and 
beef through parastatal marketing boards. 


Despite government participation in various enterprises, the private 
sector remains the main engine of Zimbabwe's economy. Even in the 


firms it controls, the government has left private management in 
place. 





Since independence in 1981, the “socialist" policies of Prime 
Minister Mugabe have stressed a redistribution of opportunity in 
favor of blacks, with special emphasis on providing higher income 
and better services to these people, while maintaining an economy 
capable of generating resources for productive development. Key 
governmental economic targets include employment-generating growth, 
a more equitable distribution of land, greater state participation 


in industry, and expanded social services, particularly health and 
education, for the black majority. 


Since independence, the number of workers in the formal economy has 
stagnated at a little over one million, despite about 80-90,000 new 
job seekers entering the market annually. (Zimbabwe's total 
population is over 8 million.) Such figures underscore the need for 
new domestic and foreign investment to create productive jobs. 
However, a clearer endorsement by the government of the important 
role of private enterprise in the economic development of Zimbabwe 
is critical for a substantial increase in investment. 


COMMERCIAL IMPLICATIONS FOR U.S. FIRMS 


1984 U.S.-Zimbabwe trade totaled $138.7 million, with Zimbabwean 
exports to the United States equalling $75.1 million (CIF), and 
imports from the United States were $63.6 million (FAS). This made 
the United States Zimbabwe's fourth largest trading partner after 
South Africa, United Kingdom and West Germany. Major exports to the 
United States were ferrochrome, nickel, sugar and coffee. Imports 


from the United States included computers, synthetic fibers, spare 
parts, packaging material, farm equipment and resins. 


Union Carbide is the largest U.S. investor. Other U.S. firms include 
Johnson and Johnson, 3M company, Colgate-Palmolive, Mobil, Caltex, 
and the American International Group. Since independence, the 
largest American investment in the country is the 1982 joint venture 
between H.J. Heinz Company and the Zimbabwe Government. 


Foreign exchange shortages remain a constraint to imports. However, 
the government increased foreign exchange allocations by 30 percent 
for the second half of 1985. The government is presently 
considering some large infrastructure investments. A governmental 
parastatal, the Cold Storage Commission, plans a $90 million 
expansion for beef handling facilities, but tenders are not expected 
to go out until late 1986. The city of Harare has presented a plan 
to possible financiers to do a $50-85 million water 
treatment/delivery project. In the longer run, the government is 
considering modernization of the Zimbabwe Iron and Steel Company 
(ZISCO), the largest steel mill operation in Black Africa. The 
Harare airport is also in need of modernization. 





Zimbabwe's well-developed infrastructure, pleasant living 

environment, and central location in Southern Africa make it an 

attractive site for potential investment. The government welcomes 

foreign investment in its public statements, but offers few 

incentives. As of the end of 1985, the government still has not concluded 
an OPIC agreement with the United States or similar agreements with 

other potential investing countries. It is hoped that in the new 
five-year plan expected to be announced in early 1986 the government 

will outline a series of incentives to mobilize both domestic and 

foreign capital for Zimbabwe's development. 


Regarding foreign investment, the government places special emphasis 
on: a) bringing in new and appropriate technology, b) maximizing 
use of local raw materials, c) import substitution, d) generating 
net exports within a reasonable time, e) participation with local 
private investors and/or, where necessary, form joint ventures with 
the government, £) locating in rural areas, g) transmitting 
managerial, technical and other skill to Zimbabweans, and 

h) generating additional employment. 


No requirements for local participation are quantified, though joint 
ventures are encouraged and the government reserves the option to 
participate on an equity basis in new investments of national 
importance. In March, 1984, due to drought-induced 
balance-of-payment problems, the government temporarily suspended 
the remittance of profits and dividends for investments made in the 
country prior to September, 1979. However as of January 1, 1986, 


the government will resume its policy of allowing one-half of a 
foreign-owned company's profits and dividends to be remitted abroad, 
less a 20 percent shareholder tax. 


Potential investors may wish to consider the long-range investment 
and franchise opportunities offered by Zimbabwe's membership in the 
Southern African Development Coordination Council (SADCC) and the 
Preferential Trade Agreement for Eastern and Southern African 
(PTA). Both initiatives are intended to expand trade and 
development opportunities among member states. Members of the PTA 
included Burundi, the Comoros, Djibouti, Ethiopia, Kenya, Lesotho, 
Malawi, Mauritius, Rwanda, Somalia, Swaziland, Uganda, Zambia and 
Zimbabwe. Six others--Angola, Botswana, Madagascar, Mozambique, 
Seychelles, and Tanzania are eligible to join the PTA but have not 
yet done so. 
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A visit, including direct talks with potential domestic investors, 
customers and distributors, is the most effective means of gathering 
market intelligence. Country-wide trade events, such as the 
Zimbabwe International Fair, held annually in Bulawayo in late 
April/early May, and the annual Harare Show in late August/early 
September, offer excellent opportunities to meet Zimbabwean and 
regional businessmen, review competition, and test market 
receptivity to new product offerings. The United States has 
participated officially in the Bulawayo Trade Fair for the past five 
years and plans to do so again in April 1986 with special focus of 
computers. 


The United States Embassy in Harare has both a commercial office and 
an Economic Officer to aid American businessmen in Zimbabwe. 





Wouldn’t it be nice to have a 
Washington staff to keep you 
up-to-date on all you need to 
know to steer your exporting 
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